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and  Conservation  (DNRC)  and  the  Board  of  Oil  and  Gas  Conserva- 
tion  are   included   in   the   back  of   this   report. 
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1.  Bill   the  water  user  associations  for  the 
administrative  costs   incurred   relating 

to  water  projects.  3 
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2.  Update  the  automated   account   receiv- 
able system  to   produce   reports  which 
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3.  Combine  accounting   functions   under 

the  Centralized   Services   Division.  6 
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ensure  water  contract  payments  are 
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8.  Legislation   be  enacted  to  revise  sec- 
tion  53-30-205,    MCA,    to   reflect  the 

transfer  of  the   Forestry   Division.  10 

Agency   Response:      Concur.      See  page  46. 

9.  Properly  record  the  value  of  land  and 
improvements  on  its  property  account- 
ing  records.  11 

Agency    Response:      Concur.      See  page  46. 

10.  Comply  with   state  and   federal    require- 
ments for  equipment  control   by: 
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Agency   Response:      Concur.      See  page  47. 

12.  Comply   with   state  policy  and   reim- 
burse the  proper   funds   for   indirect 

cost   recoveries.  14 


13.        Comply  with   federal    regulations   relat- 
ing  to  matching   and  entertainment.  17 
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14.        A.       The  department  ensure  that  de- 
posits are  made  on   a  timely  basis 
as  defined   in   section   17-6-105(6), 
MCA.  20 

Agency    Response:      Concur.      See   page  48. 

B.       The   Board  of  Oil   and   Gas   Con- 
servation ensure  its  divisions 
review  MOM  2-1200  and   improve 
the  safeguards  and   accounting 
for   the  cash  they  collect.  20 

Board  of  Oil   and   Gas   Response:      Concur.      See  page  49. 


INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Montana 
Department  of  Natural  Resources  and  Conservation  for  the  two 
fiscal  years  ended  June  30,  1982.  The  objectives  of  the  audit 
were  to:  (1)  determine  if  the  department's  financial  statements 
present  fairly  its  financial  position  and  results  of  operations  for 
the  two  fiscal  years  ended  June  30,  1982;  (2)  determine  if  the 
department  complied  with  applicable  rules  and  regulations;  and 
(3)  make  recommendations  for  improvement  in  management  and 
internal   controls. 

We     thank     the     department    director    and     his     staff    for    their 
cooperation   and   assistance  during  our  audit. 
BACKGROUND 

The  Legislature  created  the  Department  of  Natural  Resources 
and  Conservation  with  the  Executive  Reorganization  Act  of  1971. 
The  department  develops,  manages,  and  regulates  Montana's  natural 
resources.  A  seven-member  Board  of  Natural  Resources  and 
Conservation  advises  the  director  and  has  final  authority  in  such 
areas  as  conservation  district  boundaries,  water  reservation  system 
regulations,  floodplain  development,  and  energy  plant  certifications. 
The  department  has  six  major  programs:  (1)  centralized  services, 
(2)  oil  and  gas  regulation,  (3)  conservation  districts,  (4)  water 
resources  and  planning,  (5)  forestry  resources,  and  (6)  energy 
planning.  The  oil  and  gas  division,  attached  to  the  department 
for  administrative  purposes,  is  actually  directed  by  the  seven- 
member  Board  of  Oil  and  Gas  Conservation.  The  forestry  division 
was    moved    to    the    Department   of   State    Lands    at   the    beginning    of 


fiscal  year  1981-82.  During  fiscal  year  1980-81,  the  department 
had  404.48  authorized  full-time  employee  positions  and  265.99 
positions  were  authorized  during   fiscal   year   1981-82. 

Cost  of   Implementing    Recommendations 

In     accordance     with    section   5-13-307,     MCA,     we    analyzed    the 
cost    of    implementing    the    recommendations    contained    in    this   report. 
Each    report    section   discloses  the  cost,    if  significant,    of   implement- 
ing  the   recommendation. 
WATER    PROJECTS 

General 

The  Legislature  created  the  State  Water  Conservation  Board  in 
1933.  The  board  was  charged  with  the  coordination,  construction, 
operation,  and  maintenance  of  a  statewide  system  of  water  projects. 
The  board  designed  these  projects  to  conserve,  develop,  store, 
distribute,  and  utilize  the  water  of  the  state.  The  projects  provide 
irrigation,  flood  control,  fire  protection,  fish  and  wildlife  habitat, 
recreation,    and  other  domestic  and   industrial   uses. 

Presently  the  department  administers  34  active  water  projects. 
Of  the  34  active  water  projects,  17  were  financed  primarily  through 
the  sale  of  revenue  bonds  issued  by  the  state.  These  are  called 
bonded  projects.  The  state  is  not  obligated  to  pay  the  bonds  or 
interest  except  from  the  Special  Revenue  Fund  where  proceeds 
from  the  water  sales  are  deposited.  The  remaining  17  projects 
were  financed  with  both  state  and  federal  funds.  The  department 
contracts  with  local  water  user  associations  to  recover  the  state 
investment  in  these  projects. 


Administrative  Costs 

The  department  incurs  costs  for  accounting  and  engineering 
services,  inspections,  and  hearings  on  the  various  water  projects. 
The  department  did  not  request  reimbursement  from  the  user 
associations  for  approximately  $445,000  in  General  Fund  expendi- 
tures for  the  administrative  functions  performed  for  the  user 
associations  during  fiscal    years   1980-81    and   1981-82. 

Section  85-1-211(2),  MCA,  requires  the  department  to  fix  and 
establish  the  rates  in  the  water  user  association  contracts  to 
provide  funds  sufficient  to  pay  the  state's  costs  of  operation. 
These  administrative  expenditures  are  costs  of  operation  and 
should    be    included    in    the    water    user    association    contract    rates. 

In  our  prior  audit  we  noted  costs  of  $165,000  and  recom- 
mended the  department  bill  for  these  costs.  The  department  con- 
curred with  the  recommendation  and  agreed  to  implement  it  if  it 
was  legal  and  feasible.  In  our  follow  up  on  the  prior  recommenda- 
tion, department  personnel  indicated  their  legal  staff  has  not 
reviewed  the  contracts  due  to  other  priorities.  These  expendi- 
tures continue  to  be  paid   from  the  state  General    Fund. 

RECOMMENDATION    #1 

WE  RECOMMEND  THE  DEPARTMENT  BILL  THE  WATER  USER 
ASSOCIATIONS  FOR  THE  ADMINISTRATIVE  COSTS  INCURRED 
RELATING   TO   WATER    PROJECTS. 


Accounts    Receivable 

The  Engineering  Bureau  maintains  the  accounting  records  for 
the  water  projects  and  pursuant  to  contractual  arrangements,  as 
discussed  in  the  previous  section,  also  maintains  the  accounting 
records  for  the  water  user  associations.  To  perform  this  service 
the  bureau  has  an  accountant  and  two  clerks.  These  records 
reflect  the  receivable  balances  owed  by  each  water  association  to 
the  department  and  the  individual  water  users  to  the  associations. 
The  bureau  bills  the  individual  for  water  use.  These  water  users 
pay  their  association  based  on  the  billing.  The  association  retains 
the  operation  and  maintenance  portion  of  the  payment  forwarding 
the  water  contract  payment  to  the  bureau. 

These    payments   are  recorded  on   an   automated  account  receiv- 
able   system    in  the   Engineering    Bureau   developed   for   this   purpose. 
We    noted    that   the   automated    system   does    not    keep    historical    data 
of  payments   received.      As   a   result,    the  accountant   in   the   Engineer- 
ing   Bureau    keeps  detailed   duplicate  manual    records  of  the  accounts 
receivable      billings,       payments,       and      water      contract      principal. 
Summaries  of  the  payments  are  forwarded   to  the  Centralized   Services 
Division   for  posting  on  the  state  accounting   system.      The  automated 
system    should    be    reprogrammed    to  produce   reports  which   eliminate 
the    need    for    manual    records.      There    will    be    some    cost    associated 
with     the     programming    of    the    automated     system,     most    of    which 
should     be     offset     by    the     savings     realized     when     the    department 
eliminates  the  duplicate  manual    records. 


RECOMMENDATION   #2 

WE  RECOMMEND  THE  DEPARTMENT  UPDATE  THE  AUTOMATED 
ACCOUNT  RECEIVABLE  SYSTEM  TO  PRODUCE  REPORTS 
WHICH    ELIMINATE   THE    NEED    FOR   MANUAL    RECORDS. 

Accounting    Functions 

The  Engineering  Bureau  accountant  summarizes  water  account 
information  and  forwards  it  to  the  Centralized  Services  Division 
accountants  for  posting  on  the  statewide  accounting  system. 
During  our  audit  testing  we  noted  the  following  discrepancies 
between  support  maintained  by  the  Engineering  Bureau  and  the 
accounting   system. 


-For  debt  payments  to  the  federal  government  the  Engineering 
Bureau  accountant  forwarded  estimated  interest  and  principal 
information  for  posting  to  the  statewide  accounting  system. 
As  the  federal  government  receives  a  payment  they  notify  the 
Engineering  Bureau  of  the  actual  amount  applied  to  principal 
and  interest.  This  corrected  information  was  not  forwarded 
for  posting  onto  the  statewide  accounting  system,  resulting  in 
a  $4,563  overstatement  of  the  principal   balance. 

-At  June  30,  1982  interest  payable  of  $8,374  to  the  federal 
government  was  not  recorded  on  the  accounting  system.  The 
interest  was  shown  on  Engineering  Bureau  records.  Interest 
payable  was  a  valid  obligation  of  the  Agency   Fund   at  June  30. 

-A  $10,690  payment  made  in  January  1982  was  not  recorded  on 
the  Engineering  Bureau  records.  The  payment  was  recorded 
on   the  accounting   system. 

-The  notes  receivable  information  which  the  Engineering  Bureau 
furnished  the  Centralized  Services  Division  included  $40,000 
already  recorded  on  the  accounting  system.  This  caused  an 
overstatement  of  $40,000  in  the  Special  Revenue  Fund  notes 
receivable. 


The    above    discrepancies    were    caused    by    a    lack    of   communication 
between   the  bureau   and   the  division. 


As  noted  in  the  previous  section,  the  Engineering  Bureau 
accountant  and  his  staff  keep  duplicate  manual  records  of  the 
water  user  accounts  receivable.  In  addition,  manual  records  are 
kept  for  water  projects  which  are  also  recorded  on  the  statewide 
accounting  system  by  the  Centralized  Services  Division.  One  of 
the  responsibilities  of  the  department's  Centralized  Services  Division 
is  the  accounting  function.  The  department  should  review  the 
necessity  of  having  an  accounting  function  within  the  Engineering 
Bureau.  Combining  the  accounting  functions  into  one  division 
should  result  in  better  communications  and  avoid  duplicate  record 
keeping. 

RECOMMENDATION   #3 

WE     RECOMMEND     THE     DEPARTMENT    COMBINE    ACCOUNTING 

FUNCTIONS    UNDER    THE    CENTRALIZED   SERVICES   DIVISION. 

Federal   Debt  Payments 

We  noted  three  instances  where  the  department  made  late 
payments  to  the  Farmers  Home  Administration  (FHA)  for  debt 
related  to  water  purchase  contracts.  Two  late  payments  were  made 
on  the  Sidney  Water  Users  Association  project,  one  in  March  and 
one  in  May  of  1981,  and  one  late  payment  on  the  Southside  Canal 
Project   in   May  of  1981  . 

The  department  did   not  comply   with  the  water   project  contracts 
which    require    payment    by    January   1    of   each    year.      We    contacted 
the    federal    officials     who     indicated     the    department    is    considered 
delinquent  when   payment  is   not  made  by  January   1st. 


Department  personnel  stated  payments  were  late  because  the 
water  user  associations  are  often  delinquent  in  submitting  their 
payments.  The  contract  between  the  FHA  and  the  department 
requires  that  the  department  properly  administer  the  program. 
Proper  administration  of  the  program  includes  ensuring  the  payments 
for  the  water  contracts  are  made  to  the  FHA  in  compliance  with  the 
contract  agreement. 

RECOMMENDATION    #4 

WE  RECOMMEND  THE  DEPARTMENT  PROPERLY  ADMINISTER 
THE  PROGRAM  AND  ENSURE  WATER  CONTRACT  PAYMENTS 
ARE    MADE    TO    FHA    ON    TIME. 

STATE   COMPLIANCE 

Due  to  the  number  of  state  laws  to  which  the  department  is 
subject,  we  determined  we  could  not  efficiently  test  compliance 
with  all  laws  in  each  audit.  We  developed  a  rotating  schedule  for 
testing  the  department's  compliance  with  the  specific  statutes  every 
four  years  or  as  specifically  requested  by  the  legislature.  In  this 
audit  we  reviewed  compliance  with  the  statutes  relating  to  water 
use,  department  organization,  and  taxation.  In  the  following 
sections  we  discuss  the  department's  noncompliance  with  four  water 
use  laws  and  one  law  requiring  a  change  due  to  executive  reorgan- 
ization . 

Water   Plan    Development 

We  determined  the  department  has  not  developed  a  "state 
water    plan."      Section   85-1-203(2),     MCA,     requires    the   department 


formulate  and,  with  the  approval  of  the  Board  of  Natural  Resources, 
adopt  a  comprehensive  coordinated  multiple-use  water  resources 
plan  known  as  the  "state  water  plan."  Department  officials  stated 
they  had  not  developed  a  "state  water  plan"  because  of  the  exten- 
sive hearing  process  and  excessive  cost  of  formulating  a  water 
plan. 

Department  officials  indicated,  however,  they  have  formulated 
and  adopted  parts  of  a  water  plan  addressing  specific  problems. 
Some  of  these  parts  have  not  been  submitted  to  the  Legislature. 
Section  85-1-203(3),  MCA,  requires  the  department  to  submit  to 
each  general  session  of  the  Legislature  the  state  water  plan  or  any 
section  thereof  which  the  department  has  formulated  and  adopted. 
Section  85-1-203(5),  MCA,  requires  the  department  to  publish  the 
comprehensive  inventory,  the  state  water  plan,  the  groundwater 
inventory,   or  any  part  of  each. 

RECOMMENDATION   #5 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  THE 
REQUIREMENTS  OF  THE  LAW  RELATING  TO  THE  STATE 
WATER    PLAN    OR    SEEK     LEGISLATION    TO    CHANGE    THE    LAW. 

Delayed   Application   Processing 

Department  officials  indicated  that  they  do  not  always  meet 
the  time  processing  deadline  for  water  appropriations  permit  appli- 
cations. The  delays  usually  relate  to  applications  which  go  through 
the  hearing  process  or  where  the  department  provides  the  appli- 
cant  with    assistance    in    dealing    with    problems   relating   to  a   permit. 


Section  85-2-310,  MCA,  states  that  the  department  shall  grant, 
deny,  or  condition  an  application  f6r  permit  in  whole  or  in  part 
within  120  days  after  the  last  date  of  publication.  This  statute 
allows  for  a  60-day  extension  for  extraordinary  cases.  Water 
officials  indicated  that  the  courts  have  decided  in  John  Carey, 
et  al-  Y_i  DNRC  that  if  the  department  does  not  meet  the  deadline 
outlined  in  this  statute,  they  will  still  have  the  authority  to  approve 
or  deny  permits. 

RECOMMENDATION   #6 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  THE  LAW 
ESTABLISHING  DEADLINES  FOR  PROCESSING  WATER  APPRO- 
PRIATION PERMIT  APPLICATIONS  OR  SEEK  LEGISLATION  TO 
CHANGE   THE    LAW. 

Dam  Safety 

Section  85-15-102,  MCA,  authorizes  the  department  to  examine 
any  dam,  dike,  or  reservoir  within  the  state  that  is  believed  to  be 
in  an  unsafe  condition.  The  section  further  requires,  upon  comple- 
tion of  their  examination,  that  the  department  notify  the  county 
attorney  of  the  county  in  which  the  dam,  dike,  or  reservoir  is 
located  of  the  safety  findings.  Water  officials  indicated  reports 
concerning  unsafe  dams  are  complete,  however,  they  have  not  been 
submitted   to  the  appropriate  county  attorneys. 


RECOMMENDATION   #7 

WE    RECOMMEND   THE    DEPARTMENT   SUBMIT    REPORTS    REGARD- 
ING   UNSAFE    DAMS    TO    THE    APPROPRIATE    COUNTY    ATTORNEY, 

Work   Camp 

Under  section  53-30-205,  MCA,  the  department  is  required  to 
provide  a  work  program  for  Swan  River  Youth  Forest  Camp.  This 
program  is  provided  by  the  state  Forestry  Division  which,  under 
the  Governor's  reorganization,  is  now  part  of  the  Department  of 
State  Lands.  This  section  of  the  statute  should  be  revised  to 
reflect  the  transfer  of  the  program  to  the  Department  of  State 
Lands. 

RECOMMENDATION   #8 

WE  RECOMMEND  LEGISLATION  BE  ENACTED  TO  REVISE 
SECTION  53-30-205,  MCA,  TO  REFLECT  THE  TRANSFER  OF 
THE    FORESTRY    DIVISION. 

PROPERTY,    PLANT,    AND    EQUIPMENT 
Land  and    Improvements 

At  June  30,    1982  the  department  had   approximately  $22,481,000 
in    general    fixed    assets.       Included    in    the    general    fixed    assets    are 
$21,127,000      for      dams      and      irrigation      projects      (improvements), 
$720,000  for   land,    and   $634,000  for  equipment. 

The  department  had  not  recorded  the  value  of  their  land  or 
improvements  on  the  statewide  Property  Accountability  Management 
System  (PAMS)  by  June  30,  1982.  State  policy  requires  the  inclu- 
sion of  all  fixed  assets  over  $200  in   value. 
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The  agency  adjusted  its  fiscal  year  1981-82  financial  state- 
ments to  properly   reflect  its  general   fixed   assets. 

RECOMMENDATION  #9 

WE  RECOMMEND  THE  DEPARTMENT  PROPERLY  RECORD  THE 
VALUE  OF  LAND  AND  IMPROVEMENTS  ON  ITS  PROPERTY 
ACCOUNTING  RECORDS. 

Equipment  Accounting   and   Safeguards 

We  noted  the  department  is  not  complying  with  state  policy  or 
federal  regulations  concerning  equipment  accounting  and  safeguards. 
To  enhance  controls  over  equipment,  state  policy  requires  equip- 
ment be  tagged,  physical  counts  be  taken,  and  a  property  coordi- 
nator be  assigned.  Internal  controls  at  DNRC  over  equipment  are 
not  adequate  to  ensure  that  equipment  is  safeguarded  and  properly 
accounted  for  on  the  state's  central  Property  Accountability  Manage- 
ment System  (PAMS).  We  noted  various  problems  associated  with 
the   lack  of  adequate  controls  over  equipment. 

Federal  regulations  require  equipment  purchased  with  federal 
funds  be  specifically  identified  on  the  property  system.  Department 
personnel  indicated  they  know  which  equipment  items  were  pur- 
chased with  federal  funds,  but  this  information  is  not  documented 
on  PAMS  or  in  the  grant  files.  Federal  auditors  have  expressed  a 
concern   about  this   problem   in   two  audits. 

We  tested  45  equipment  items  and  noted  that  4  were  not 
tagged.  The  location  of  many  items  had  changed  without  any 
documentation    of    the    change   on    PAMS    and    we   were    unable  to  find 
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two  of  our  sample  items  (valued  at  $607).  The  June  30,  1982 
PAMS  report  included  30  federally  funded  items  valued  at  $28,461 
which  had  been  returned  to  the  federal  government  in  May  because 
the  grant  had  closed.  When  equipment  is  returned  to  the  federal 
government  it  should  be  removed  from  PAMS.  We  also  noted  the 
department  had  not  taken  a  complete  physical  count  of  equipment 
since  September  1980.  State  policy  requires  a  physical  count  of 
equipment  be  made  at  least  twice  a  year,  although  an  annual  count 
may  be  more  practical. 

RECOMMENDATION   #10 

WE     RECOMMEND     THE     DEPARTMENT     COMPLY     WITH     STATE 

AND     FEDERAL     REQUIREMENTS     FOR     EQUIPMENT     CONTROL 

BY: 

A.  IDENTIFYING    FEDERAL   ASSETS; 

B.  PROPERLY   TAGGING    EQUIPMENT; 

C.  DOCUMENTING    LOCATION    CHANGES;    AND 

D.  COMPLETING     A     PHYSICAL     COUNT    OF     EQUIPMENT    AT 
LEAST   ANNUALLY. 

REVENUE   ACCRUALS   AND   TRANSFERS 

Governmental  Accounting  and  Financial  Reporting  Principles, 
Statement  1,  establish  guidelines  for  revenue  recognition.  These 
guidelines  require  revenue  be  recognized  in  the  period  in  which 
the  amount  can  be  reasonably  estimated  and  will  be  collected  in 
time  to  pay  liabilities  of  the  current  operating  period.  Federal 
funding    for    allowable    expenditures    made    under    grants    meet    these 
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criteria.       The    department    did    not    properly    accrue    grant    revenue 
at  the  end  of  fiscal   years   1979-80  and   1980-81.      The  errors   resulted 
in    a    net   overstatement   of   federal   assistance   revenue  in  the  Special 
Revenue   Fund  of  $12,292  for  fiscal   year  1980-81. 

We  noted  two  instances  where  revenue  being  transferred 
between  accounting  entities  was  incorrectly  classified  as  current 
year  revenue.  In  both  instances  the  revenue  was  attributable  to  a 
prior  year.  This  resulted  in  fiscal  year  1980-81  current  year 
revenue  being  overstated  and  prior  year  revenue  being  understated 
by  $54,298  in  the  Special  Revenue  Fund  and  $32,946  in  the  General 
Fund.  The  financial  statements  were  adjusted  for  these  amounts 
by  the  department. 

RECOMMENDATION   #11 

WE  RECOMMEND  THE  DEPARTMENT  PROPERLY  ACCRUE 
GRANT  REVENUE  AND  ENSURE  REVENUE  TRANSFERS  ARE 
CREDITED   TO   THE   CORRECT   YEAR. 

INDIRECT   COSTS 

The  federal  government  recognizes  and  provides  for  reimburse- 
ments to  state  agencies  for  indirect  costs  incurred  in  the  adminis- 
tration of  federal  grants.  Section  17-3-111,  MCA,  and  Management 
Memo  4-81-7  require  each  agency  to  negotiate  agreements  with  the 
federal  government  to  recover,  to  the  fullest  extent  possible,  the 
indirect  costs  of  administering  federal  grants.  These  recoveries 
are  to  be  returned  proportionately  to  the  statewide  cost  allocation 
plan  (SWCAP)  and  funds  internal  to  the  agency  where  the  costs 
were  incurred. 
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We  reviewed  indirect  cost  recoveries  at  the  department  for 
five  major  grants.  In  four  of  the  grants  tested  the  Department  of 
Natural  Resources  did  not  return  the  correct  dollar  value  of  indirect 
cost  recoveries  to  SWCAP  or  to  the  funds  in  the  department  where 
the  costs  were  incurred.  For  two  grants  the  indirect  costs  were 
spent  by  the  department  on  the  grant  to  provide  matching  funds. 
We  calculated  approximately  $15,000  which  should  have  been  returned 
to  the  state  General  Fund  in  fiscal  year  1980-81  and  $10,500  in 
1981-82  which  was  not  returned.  We  noted  this  same  problem  in 
our  prior  audit. 

Agency  personnel  stated  that  if  the  recoveries  were  not  used 
for  matching  purposes,  budget  amendments  would  have  been  neces- 
sary to  provide  matching   funds. 

RECOMMENDATION   #12 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE 
POLICY  AND  REIMBURSE  THE  PROPER  FUNDS  FOR  INDIRECT 
COST    RECOVERIES. 

FEDERAL   COMPLIANCE 

Office  of  Management  and  Budget  (OMB)  "Circular  A-102, 
Attachment  P"  establishes  the  audit  requirements  for  state  and 
local  governments  receiving  federal  assistance.  Attachment  P 
provides  for  independent  audits  of  financial  operations,  including 
compliance  with  certain  federal  laws  and  regulations.  We  performed 
our  audit  of  the  Department  of  Natural  Resources  and  Conservation 
in  accordance  with  the  standards  of  OMB  "Circular  A-102,  Attach- 
ment  P." 
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We  reviewed  compliance  with  the  provisions  of  OMB's  Circu- 
lar A-102,  "Uniform  Administrative  Requirements  for  Grants-in-Aid 
to  State  and  Local  Governments,"  Attachment  P,  "Audit  Require- 
ments," and  requirements  under  grant  agreements  for  selected 
grants.  During  our  review  we  noted  compliance  problems  in  sub- 
recipient  audits,  matching,  and  unallowable  expenditures  for  enter- 
tainment. 

In  the  following  sections  we  discuss  compliance  and  internal 
control  problems  requiring  disclosure  in  accordance  with  Attach- 
ment P.  Other  compliance  deficiencies  deemed  not  to  have  a  signif- 
icant effect  on  the  successful  operations  of  the  department's  programs 
are  not  included  in  the  report,  but  have  been  discussed  with 
management.  Nothing  came  to  our  attention  that  causes  us  to 
believe  untested  compliance  issues  are  not  in  accordance  with 
applicable   laws   and   regulations. 

As    a    result   of  our   review,    it  is  our  opinion   that  the  deficien- 
cies   noted    did    not    significantly    affect   the    successful    operations  of 
the  programs  or  the  allowability  of  costs   in  conformity   with   program 
regulations. 

Subrecipient  Audits 

The  Office  of  Management  and  Budget  (OMB),  "Circular  A-102, 
Attachment  P"  states  recipients  of  federal  assistance  shall  require 
subrecipients  to  adopt  the  audit  requirements  in  "Circular  A-102, 
Attachment  P."  The  department  received  $649,931  in  federal 
grants  which  were  subgranted  under  the  Rural  Fire  Protection 
grants  and  Young  Adult  Conservation  Corps  grants.  As  a  grantor, 
the   department    should   have  included   in   subrecipient  agreements  an 
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audit  requirement.  The  Rural  Fire  Protection  grants  were  trans- 
ferred to  the  Department  of  State  Lands  on  July  1,  1982.  The 
federal  government  discontinued  the  Young  Adult  Conservation 
Corps  grant.  Subrecipients  of  these  grants  were  not  audited 
during  our  audit  period. 
Questioned   Costs 

The  Comprehensive  Energy  Extension  Service  Program  grant 
required  the  department  match  federal  expenditures  with  $11,000  in 
state  funds.  Federal  regulations  prohibit  the  use  of  federal  funds 
from  another  source  to  provide  state  matching  requirements.  The 
department  utilized  a  contract  made  with  another  state  agency  to 
provide  the  $11,000  in-kind  match.  We  contacted  the  other  agency 
and  learned  that  the  in-kind  match  was  under  by  $2,078.  The 
department  had  not  requested  any  documentation  as  to  cost  allow- 
ability or  source  of  the  match   from  the  other  agency. 

We  also  noted  the  department  was  charging  grants  for  food 
served  at  seminars.  These  entertainment  expenses  totaled  $163 
during  the  audit  period.  Even  though  they  are  immaterial,  they 
are  not  allowable. 

As  a  result  of  the  above,  we  question  the  following  costs: 
$2,204  under  the  Comprehensive  Energy  Extension  Service  Program 
grant  number  DE-FG48-800569108  from  the  Department  of  Energy; 
and  $37  under  the  Water  Pollution  Control  Research,  Development 
and  Demonstration  Grant,  grant  number  R008222-01-3  from  the 
Environmental    Protection   Agency. 
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RECOMMENDATION   #13 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  FEDERAL 
REGULATIONS  RELATING  TO  MATCHING  AND  ENTERTAIN- 
MENT. 

INTERNAL   CONTROL 

We  have  examined  the  financial  statements  of  the  Department 
of  Natural  Resources  and  Conservation  (DNRC)  for  the  two  fiscal 
years  ended  June  30,  1982.  We  issued  our  opinion  dated  January  14, 
1983  on  these  statements.  As  part  of  our  examination,  we  made  a 
study  and  evaluation  of  the  system  of  control  of  DNRC.  Our 
study  evaluated  the  system  as  required  by  generally  accepted 
governmental  auditing  standards  for  financial  and  compliance  audits. 
We  classified   the  controls   in   the  following   categories: 

1 .  revenue; 

2.  payroll; 

3.  expenditures/payables; 

4.  cash; 

5.  long-term  debt; 

6.  plant,    property,    and   equipment;    and 

7.  accounts   receivable. 

We  evaluated  controls  over  revenue,  payroll,  cash,  expenditures/ 
payables  and  plant,  property,  and  equipment.  Through  our 
study,  we  determined  the  nature,  timing,  and  extent  of  our  audit 
procedures.  We  applied  alternative  audit  tests  to  accounts  receiv- 
able and  long-term  debt  because  the  audit  could  be  performed  more 
efficiently  by  expanding   substantive  audit  work.      We  did   not 
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evaluate    the    control     system    to     the    extent    necessary    to    give    an 
opinion    on    either    individual    segments    or    the    system    as    a    whole. 

The  management  of  DNRC  is  responsible  for  establishing  and 
maintaining  a  system  of  accounting  control.  In  fulfilling  this 
responsibility,  estimates  and  judgments  by  management  are  required 
to  assess  the  expected  benefits  and  related  costs  of  control  proce- 
dures. The  objectives  of  a  system  are  to  provide  management  with 
reasonable  assurance  that:  (1)  assets  are  safeguarded  against  loss 
from  unauthorized  use  or  disposition;  (2)  transactions  are  executed 
in  accordance  with  management's  authorization;  and  (3)  transactions 
are  recorded  properly  to  permit  the  preparation  of  financial  state- 
ments in  accordance  with  generally  accepted  accounting  principles. 
Inherent  limitations  in  any  system  of  controls  may  cause  errors  or 
irregularities  to  remain  undetected.  The  current  system  evaluation 
should  not  be  used  to  project  to  future  periods  since  the  proce- 
dures may  become  inadequate  or  compliance  with  them  may  deteri- 
orate. 

The  limited  purpose  of  our  study  described  in  the  first  para- 
graph would  not  necessarily  disclose  all  material  weaknesses  in  the 
system.  Accordingly,  we  do  not  express  an  opinion  on  the  system 
of  controls  used   by   DNRC. 

However,  our  study  disclosed  conditions  that  indicate  internal 
control  weaknesses.  These  conditions  relating  to  plant,  property, 
and  equipment,  and  untimely  deposits  are  discussed  on  pages  10 
and  19. 

These  conditions  were  considered  in  determining  the  nature, 
timing,     and    extent    of    the    audit   tests    of   the    financial    statements. 
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This    report   on    internal    control    does    not    affect   our   opinion  on  the 
financial    statements. 

The  preceding  five  paragraphs  are  intended  solely  for  the  use 
of  management  and  the  Legislature  and  should  not  be  used  for  any 
other  purpose.  This  restriction  as  to  use  is  not  intended  to  limit 
the  distribution  of  this  document  which,  upon  presentation  to  the 
Legislative  Audit  Committee,  is  a  matter  of  public  record. 
Cash 

Section  17-6-105(6),  MCA,  requires  that  deposits  be  made  to 
the  state  treasurer  or  an  approved  depository  and  transferred  to 
the  state  treasury  when  the  accumulated  amount  of  coin  and  cur- 
rency exceeds  $100  or  total  collections  exceed  $500  or  at  least 
weekly.  We  determined  deposits  from  the  Lewistown,  Bozeman, 
Glasgow,  and  Miles  City  water  field  offices  and  the  Board  of  Oil 
and  Gas  in  Billings  were  not  made  on  a  timely  basis  in  accordance 
with  the  law.  Non-compliance  increases  the  potential  for  loss  or 
theft  and   a   loss  of   investment  income. 

In  addition  to  untimely  deposits,  we  noted  the  following 
internal  control  problems  over  cash  received  at  the  Billings  office 
for   the   Board  of  Oil   and   Gas. 


-Not  all  cash  received  is  recorded  on  a  receipt  and  thus  cash 
reported  on  a  transmittal  cannot  be  tied  to  cash  receipts.  We 
noted  four  instances  where  the  amount  recorded  on  the  trans- 
mittal did  not  equal  the  bank  deposit.  The  board  failed  to 
retain   34  of  the  bank  deposit   slips. 

-Receipts  were  not  pre-numbered  and  when  numbers  were 
assigned,    errors  occurred. 

-Checks  for  drilling  permits  are  not  stored  in  a  location  where 
access   is   limited. 
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--Deposits    were    not   made    intact;    moneys    were    being    held    back 
to  make  change. 

--Locks    and    combinations    to    the    safe    have    not    been    changed 
when    key  employees   have   left  the  division. 


These  weaknesses   increase  the   potential   for  loss  or  theft  of  payments. 

RECOMMENDATION   #14 
WE    RECOMMEND: 

A.  THE    DEPARTMENT    ENSURE    THAT    DEPOSITS    ARE   MADE 
ON    A   TIMELY    BASIS   AS   DEFINED    IN   SECTION    17-6-105(6), 
MCA. 

B.  THE  BOARD  OF  OIL  AND  GAS  CONSERVATION  ENSURE 
ITS  DIVISIONS  REVIEW  MOM  2-1200  AND  IMPROVE  THE 
SAFEGUARDS  AND  ACCOUNTING  FOR  THE  CASH  THEY 
COLLECT. 

PRIOR    AUDIT    RECOMMENDATIONS 

The  previous  audit  of  the  Department  of  Natural  Resources 
and  Conservation  contained  seven  recommendations  which  are  still 
applicable.  The  following  table  shows  the  status  of  implementation 
of  those   recommendations. 


Area 


Water  Projects 

1 

Expenditures 

1 

Grants 

- 

Payroll 

1 

Revenue 

1 

Total 

4 

PRIOR  AUDIT  RECOMMENDATIONS 

Partially        Not 
Implemented   Implemented   Implemented   Total 
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Discussion    of   those    recommendations    which    are  still   applicable 
which   have  not  been   fully  implemented   include   indirect  costs   (page   13), 
billing    water    users    for    administrative    costs    (page  3),    and    timely 
deposits    and    cash    control    at   the    Billings    division    of   the    Board    of 
Oil  and   Gas   (page  19). 
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AUDITOR'S    REPORT   AND   AGENCY    FINANCIAL   STATEMENTS 


STATE  OF  MONTANA 


STATE  CAPITOL 
HELENA,  MONTANA  59620 

406/449-3122 

DEPUTY  LEGISLATIVE  AUDITORS: 
JAMES  H.  GILLETT 
FINANCIAL/COMPLIANCE  AUDITS 

SCOTT  A.  SEACAT 
PERFORMANCE  AUDITS 

ROBERT  R.  RINGWOOD  STAFF  LEGAL  COUNSEL 

LEGISLATIVE  AUDITOR  JOHN  W.  NORTHEY 

The   Legislative   Audit   Committee 
of  the  Montana  State    Legislature: 

We  have  examined  the  financial  statements  of  the  various 
funds  and  account  group  of  the  Department  of  Natural  Resources 
and  Conservation  as  of  June  30,  1982,  and  for  the  two  fiscal  years 
ended  June  30,  1981  and  1982,  as  shown  on  pages  24  through  39. 
Our  examination,  except  as  noted  in  the  following  paragraph,  was 
made  in  accordance  with  generally  accepted  government  auditing 
standards  for  financial  and  compliance  audits  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other  audit- 
ing   procedures    as    we    considered    necessary    in    the    circumstances. 

We  determined  the  department's  procedures  for  the  recording 
of  equipment  is  not  adequate  to  detect  or  prevent  significant 
errors  recorded  on  its  financial  records.  It  was  impractical  for  us 
to  apply  adequate  alternative  test  procedures  to  the  equipment  in 
the   general    fixed   asset   account   group. 

In  our  opinion,  except  for  the  effects  of  adjustments,  if  any, 
as  might  have  been  determined  to  be  necessary  had  we  been  able 
to  rely  on  the  recording  procedures  for  equipment,  as  discussed  in 
paragraph  two,  the  financial  statements  referred  to  above  present 
fairly  the  financial  position  of  such  funds  and  account  group  of 
the    Department    ol    Natural    Resources   and   Conservation   at  June  30, 
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1982,  and  the  results  of  its  operations  and  the  changes  in  fund 
balances  of  such  funds  for  the  two  fiscal  years  ended  June  30, 
1981  and  1982,  in  conformity  with  generally  accepted  accounting 
principles  which,  except  for  the  changes  with  which  we  concur,  in 
the  method  of  classifying  funds  as  described  in  Note  1,  the  transfer 
of  the  forestry  program  as  described  in  Note  8,  and  the  transfer 
of  long-term  debt  payments  described  in  Note  10,  to  the  financial 
statements,    have  been   applied  on   a  consistent  basis. 

The  accompanying  Schedule  of  Federai  Grant  Receipts  is 
presented  for  additional  analysis  and  disclosure  purposes  in  compli- 
ance with  "Guidelines  for  Financial  and  Compliance  Audits  of  Fed- 
erally Assisted  Programs"  and  is  not  a  required  part  of  the  combined 
financial  statements  for  the  Department  of  Natural  Resources  and 
Conservation.  This  schedule  has  been  subjected  to  the  auditing 
procedures  applied  in  the  examination  of  the  basic  financial  state- 
ments and,  in  our  opinion,  is  fairly  stated  in  all  material  respects 
in     relation     to    the    basic    financial     statements     taken     as    a    whole. 

Respectfully   submitted, 

James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 

January   14,    1983 

Approved: 


Robert   R.    Ringiitfbod 
Legislative  Auditor 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

COMBINED  BALANCE  SHEET 

ALL  FUND  TYPES  AND  ACCOUNT  GROUP 

JUNE  30,  1982 


ASSETS: 

Cash  Funds 

Federal  Cost  Reimbursement  Receivable 
Accounts  Receivable 
Notes  Receivable  (Footnote  10) 
Inter-Entity  Loans  Receivable 
Investment  in  STIP  -  Principal 
Advances  and  Prepayments 
Equipment 
Land 

Other  Improvements 

Available  to  Pay  Accrued  Expenditures 
Total  Assets 


FIDUCIARY 

GOVERNMENTAL  FUND 

TYPES 

FUND  TYPE 
Agency 

ACCOUNT  GROUP 

Special 

Debt 

General 

General  Fund 

Revenue  Fund 

Service  Fund 

Fund 

Fixed  Assets 

$   7,031 

$  8,996,699 
204,801 

$1,078,444 

9,030 

598,586 

5,345,246 

80,069 

792,079 

$472,403 

11,673 

493 

208,332 
$236,066 


$16,017,973 


$1,078,444 


$472,403 


$   603,977 

720,149 

20,683,536 

$22,007,662 


LIABILITIES  AND  FUND  EQUITY: 


Liabilities : 
Accounts  Payable 
Accrued  Expenditures 
Inter-Entity  Payables 
Due  to  Federal  Government 
Due  to  State  General  Fund 
Total  Liabilities 

Fund  Equity 
Investment  in  General  Fixed  Assets 
Reserves  for  Note  Receivable 
Unreserved  Fund  Balance 
Total  Fund  Equity 

Total  Liabilities  and  Fund  Equity 


$175,877 

32,455 

27,734 

$  1,065,766 

45,388 

80,069 

1,204,516 

$472,403 

236,066 

-0- 
-0- 

2,395,739 

4,953,049 

8,669,185 

13,622,234 

$16,017,973 

$    -0- 

1,078,444 
1,078,444 

$1,078,444 

472,403 

$     -0- 
22,007,662 

-0- 

472,403 
$472,403 

22,007,662 

$236,066 

$22,007,662 

The  footnotes  are  an  integral  part  of  the  financial  statements 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

COMBINED  STATEMENT  OF  REVENUE,  EXPENDITURES  AND 

CHANGES  IN  FUND  BALANCES 

ALL  GOVERNMENTAL  FUND  TYPES 

FISCAL  YEAR  ENDED  JUNE  30,  1982 


GOVERNMENTAL  FUND  TYPES 


General 


Special 
Revenue 


Debt  Service 


REVENUES: 
Licenses  and  Permits 
Taxes 

Service  Fees 
Investment  Earnings 
Indirect  Cost  Recoveries 
Sales  of  Documents,  Merchandise 

&  Property 
Rentals,  Leases  &  Royalties 
Grants,  Gifts,  Bequests  &  Donations 
Miscellaneous 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Centralized  Services 
Oil  and  Gas 

Conservation  Districts 
Water  Resources 
Energy 
Facility  Siting 

Total  Expenditures 

EXCESS  REVENUES  OVER  EXPENDITURES 

Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 

OTHER  FINANCING  SOURCES  (USES): 
Support  From  the  State  General  Fund 
Transfers  In 
Transfer  In  of  Note  Receivable 

EXCESS  REVENUE  OVER  EXPENDITURES,  OTHER 
SOURCES  (USES)  AND  PRIOR  YEAR  ITEMS 

FUND  BALANCE,  JULY   1,  1981 

Transfer  Out  of  Forestry  Division 
Fund  Balance 

FUND  BALANCE,  JUNE  30,  1982 


$    87,900 

409,800 

$ 

5,896 

4,126,233 
89,687 

12,891 

60,799 

548 

8,186 

1,072 

44,981 

2,128 

175,591 
1,212,203 

22,535 

6,215,380 

1 

,115,207 

474,053 
606,538 
267,152 

1 

,760,700 

6,458,028 

234,991 

2,926,425 

228,598 

429,295 

3 

,339,496 

11,161,491 

(3,316,961)    (4,946,111) 


2,611 


2,611 


2,451 


2,451 


160 


22,413 

(201,477) 

1,511 

909,935 

3,293,037 

6,939,313 

1 

,078 

,041 

4,953,049 
7,654,709 

-0- 

1 

,078 

,201 

-0- 

6,996,153 

(1,028,628) 
$13,622,234 

243 

$    -0- 

$1 

,078 

,444 

The  footnotes  are  an  integral  part  of  the  financial  statements, 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

COMBINED  STATEMENT  OF  REVENUE,  EXPENDITURES  AND 

CHANGES  IN  FUND  BALANCES 

ALL  GOVERNMENTAL  FUND  TYPES 

FISCAL  YEAR  ENDED  JUNE  30,  1981 


GOVERNMENTAL  FUND  TYPES 


REVENUES: 
Licenses  and  Permits 
Taxes 

Service  Fees 
Investment  Earnings 
Indirect  Cost  Recoveries 
Sales  of  Documents,  Merchandise 

&  Property 
Rentals,  Leases  &  Royalties 
Miscellaneous 

Grants,  Gifts,  Bequests  &  Donations 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Centralized  Services 
Oil  and  Gas 

Conservation  Districts 
Water  Resources 
Forest  Resources 
Energy 

Total  Expenditures 

EXCESS  REVENUES  OVER  EXPENDITURES 

Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Prior  Year  (Changes)  Receipts 
to  Continuing  Appropriations 

OTHER  FINANCING  SOURCES  (USES): 
Support  From  State  General  Fund 
Transfers  In 

EXCESS  REVENUE  OVER  EXPENDITURES,  OTHER 
SOURCES  (USES)  AND  PRIOR  YEAR  ITEMS 

FUND  BALANCE,  JULY   1,  1980 

FUND  BALANCE,  JUNE  30,  1981 


Special 

General  Fund 

Revenue 

Debt  Service 

$    2,555 

$   101,677 
1,335,214 

550,882 

1,390,312 
50,751 

35,300 

130,597 

1,037 

83,293 

2,423 

2,781 

531,263 

22,331 

$2,600 

3,170,134 
6,815,572 

594,978 

2,600 

975,293 

298,129 
469,305 

177,544 

159,299 

1,799,928 

2,507,146 

2,546 

2,476,084 

2,073,840 

485,023 

2,166,539 
7,674,258 

5,913,872 

2,546 

(5,318,894) 

(858,686) 

54 

32,936 

150,247 

(34,959) 

16,189 
(190,878) 

5,320,917 

2,855,050 
1,971,922 

-0- 

54 

-0- 

5,024,231 
$6,996,153 

189 

$    -0- 

$   243 

The  footnotes  are  an  integral  part  of  the  financial  statements 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES  AND 

CHANGES  IN  FUND  BALANCES  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FISCAL  YEAR  ENDED  JUNE  30,  1982 


GENERAL  FUND 


SPECIAL  REVENUE  FUND 


REVENUES: 

Licenses  and  Permits 
Taxes 

Service  Fees 
Investment  Earnings 
Indirect  Cost  Recoveries 
Rentals,  Leases  &  Royalties 
Grants,  Gifts,  Bequests  &  Donations 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 

Centralized  Services 
Oil  and  Gas 

Conservation  Districts 
Water  Resources 
Energy 
Facility  Siting 

Total  Expenditures 

EXCESS  REVENUES  OVER  EXPENDITURES 

Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 

OTHER  FINANCING  SOURCES  (USES): 
Support  From  State  General  Fund 
Transfers  In 
Transfer  in  of  Note  Receivable  (Note  10) 

EXCESS  REVENUE  OVER  EXPENDITURES,  OTHER 
SOURCES  (USES)  AND  PRIOR  YEAR  ITEMS 

FUND  BALANCE,  JULY   1,  1981 

Transfer  Out  of  Forestry  Division  Fund  Balance 

FUND  BALANCE,  JUNE  30,  1982 


Budget 

Actual 

Variance 

Budget 

Actual 

Variance 

$    75,000 

$    87,700 

$    12,700 

465,000 

409,800 

(55,200) 

$    -0- 

$    -0- 

$     -0- 

8,374,504 

4,030,552 

(4,343,952) 

40,000 

89,687 

49,687 

24,724 

12,891 

(11,833) 

63,576 

60,799 

(2,777) 

2,500 

1,000 

(1,500) 

33,993 

31,268 

(2,725) 

1,369,100 
10,421,173 

1,212,203 
5,922,009 

(156,897) 

27,224 

13,891 

(13,333) 

(4,499,164) 

1,129,676 

1,115,207 

14,469 

589,939 

479,249 

110,690 

735,440 

636,406 

99,034 

899,082 

261,201 

637,881 

1,795,959 

1,748,900 

47,059 

11,218,222 

6,303,986 

4,914,236 

352,612 

234,991 

117,621 

3,535,424 

1,530,110 

2,005,314 

229,766 

228,598 

1,168 

1,485,478 

440,223 

1,045,255 

3,508,013 

3,327,696 

180,317 

18,463,585 

9,651,175 

8,812,410 

(3,480,789) 

(3,313,805) 

166,984 

(8,042,412) 

(3,729,166) 

4,313,246 

22,413 

22,413 

-0- 

(201,477) 

(201,477) 

-0- 

1,511 

1,511 

-0- 

129,312 

129,312 

-0- 

3,456,865 

3,289,881 

(166,984) 

2,580,726 

2,779,469 

198,743 

4,953,049 

(580,802) 
3,825,461 

4,953,049 

3,931,187 
3,825,461 

-0- 

-0- 

-0- 

-0- 

4,511,989 

-0- 

-0- 

-0- 

-0- 

$ -o- 


$    -0- 


$  -o- 


(1,028,628)    (1,028,628)         -0- 
$  2,216,031    $  6,728,020    $  4,511,989 


The  footnotes  are  an  integral  part  of  the  financial  statements. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

COMBINED  STATEMENT  OF  REVENUE,  EXPENDITURES  AND 

CHANGES  IN  FUND  BALANCES  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FISCAL  YEAR  ENDED  JUNE  30,  1981 


GENERAL  FUND 


SPECIAL  REVENUE 


REVENUES: 

Licenses  and  Permits 
Taxes 

Service  Fees 
Investment  Earnings 
Indirect  Cost  Recoveries 

Sales  of  Documents,  Merchandise  &  Property 
Rentals,  Leases  &  Royalties 
Miscellaneous 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 

Centralized  Services 
Oil  and  Gas 

Conservation  Districts 
Water  Resources 
Forest  Resources 
Energy 

Total  Expenditures 

EXCESS  REVENUES  OVER  EXPENDITURES 

Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Prior  Year  (Charges)  Receipts 
to  Continuing  Appropriations 

OTHER  FINANCING  SOURCES  (USES): 
Support  From  State  General  Fund 
Transfers  In 

EXCESS  REVENUE  OVER  EXPENDITURES,  OTHER 
SOURCES  (USES)  AND  PRIOR  YEAR  ITEMS 

FUND  BALANCE,  JULY   1,  1980 

FUND  BALANCE,  JUNE  30,  1981 


Budget 

Actual 

Variance 

Budget 

Actual 

Variance 

$    1,600 

$    2,555 

$ 

955 

$    50,000 
1,150,000 

$   101,375 
1,335,214 

$   51,375 
185,214 

345,000 

349,088 

4,088 

1,970,000 
40,000 

1,337,077 
50,751 

(632,923) 

10,751 

9,000 

35,300 

26,300 

104,000 

130,597 

26,597 

781 

781 

80,000 

83,293 

3,293 

2,500 

1,080 

(1,420) 

263,500 
3,804,883 
7,462,383 

514,068 
3,192,466 
6,744,841 

250,568 
(612,417) 

358,100 

388,804 

30,704 

(717,542) 

1,015,159 

975,293 

39,866 

332,261 

298,129 

34,132 

501,131 

475,636 

25,495 

189,476 

177,544 

11,932 

544,873 

159,299 

385,574 

1,822,944 

1,822,363 

581 

5,878,425 

2,544,494 

3,333,931 

2,481,158 

2,476,084 

5,074 

2,727,402 

2,172,439 

554,963 

509,618 

485,023 
5,936,307 

24,595 
82,048 

7,079,676 

4,119,967 
9,779,964 

2,959,709 

6,018,355 

17,063,768 

7,293,804 

(5,660,255) 

(5,547,503) 

112,752 

(9,601,385) 

(3,035,123) 

6,566,262 

32,936 

32,936 

-0- 

150,247 

150,247 

-0- 

(34,959) 

(34,959) 

-0- 

16,189 

16,189 

-0- 

(190,878) 

(190,878) 

-0- 

5,662,278 

5,549,526 

112,752 

1,950,424 

(7,675,403) 

5,024,231 

$(2,651,172) 

1,860,795 

(1,198,770) 

5,024,231 

$3,825,461 

(89,629 

-0- 

-0- 

-0- 

-0- 

-0- 
-0- 

6,476,633 
-0- 

$     -0- 

$    -0- 

$   -0- 

$6,476,633 

The  footnotes  are  an  integral  part  of  the  financial  statements 

28 


DEPARTMENT   OF    NATURAL    RESOURCES   AND   CONSERVATION 
Notes  to  the  Financial  Statements 
Fiscal   Year   Ended  June  30,    1982 


1.      SUMMARY   OF   SIGNIFICANT    ACCOUNTING   POLICIES 

The  Department  of  Natural  Resources  and  Conservation  was 
created  by  the  Legislature  with  the  Executive  Reorganization  Act 
of  1971.  The  department  operates  under  a  gubernatorially- 
appointed  director  and  consists  of  the  following  programs:  central- 
ized services,  oil  and  gas  regulation,  conservation  districts,  water 
resources  and  planning,  and  energy  planning.  The  following  is  a 
summary  of  the  significant  accounting  policies: 
A.       Basis  of  Accounting 

The  accounts  of  the  Department  of  Natural  Resources  and 
Conservation  are  organized  on  the  basis  of  funds,  each  of  which  is 
considered  a  separate  accounting  entity.  The  operations  of  each 
fund  are  accounted  for  with  a  separate  set  of  self-balancing  accounts 
that  comprise  its  assets,  liabilities,  equities,  revenues,  and  expendi- 
tures. For  financial  reporting,  these  funds  have  been  reclassified 
according  to  the  recommended  format  established  by  the  National 
Council  on  Governmental  Accounting  (NCGA).  The  following  fund 
types  are  used   by   the  department: 

GOVERNMENTAL    FUNDS 

General  Fund  -  The  General  Fund  is  used  to  account  for  all 
financial  resources  except  those  required  to  be  accounted  for 
in  another  fund.  The  general  fund  presented  is  a  nonconsoli- 
dated  portion  of  the  general  fund  of  the  state  of  Montana. 
Its  moneys  are  deposited  with  the  state  treasurer  and  are 
used  for  general  operations  of  the  department.  Legislative 
appropriation   is   required   to  spend   from  this  fund. 
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Special  Revenue  Fund  -  Special  Revenue  funds  are  used  to 
account  for  the  proceeds  of  specific  revenue  sources  that  are 
legally  restricted  to  expenditures  for  specified  purposes. 
The     department     uses     two     special     revenue     fund    subtypes: 

Federal  and  Private  Revenue  Funds  -  This  fund  consists 
of  expendable  moneys  deposited  in  the  state  treasury 
from  federal  and  private  sources,  which  are  to  be  used 
for  the  operations  of  the  department.  A  legislative 
appropriation   is   required  to  spend  from  this  fund. 

Earmarked  Revenue  Funds  -  The  Earmarked  Revenue 
fund  consists  of  moneys  deposited  in  the  state  treasury, 
which  are  specifically  earmarked  by  law  for  the  purpose 
of  defraying  the  costs  of  a  particular  program  of  the 
department.  Major  sources  of  revenue  to  this  fund  are 
the  coal  severance  tax,  oil  and  gas  conservation  tax, 
water  project  revenues,  and  utility-siting  and  water- 
rights  filing  fees.  They  fund  such  programs  as  environ- 
mental impact  studies,  alternative  energy  programs,  the 
water-rights  adjudication  program,  water  development 
program,  the  renewable  resource  program,  and  others. 
A  legislative  appropriation  is  required  to  spend  from  this 
fund. 

Debt  Service  Fund  -  Debt  Service  funds  are  used  to  account 
for  the  annual  payment  of  principal  and  interest  on  long-term 
obligation  debts.  The  department  has  two  accounts  in  the 
Debt  Service  Fund.  One  account  provides  debt  service  for 
the  Charlo  water  project  (see  footnote  12).  The  other  account 
provides  debt  service  for  renewable  resources  bonds.  Any 
moneys  in  this  account  not  needed  for  redemption  of  bonds 
are  transferred  to  the  renewable  resource  account  in  the 
special  revenue  fund.  A  legislative  appropriation  is  not 
required  to  spend  from  the  Debt  Service  fund. 

FIDUCIARY    FUNDS 

Trust  and  Agency  Funds  -  Trust  and  Agency  funds  are 
expendable  trust  funds  used  to  account  for  assets  held  in 
trust  or  as  an  agent  by  the  department  for  others.  As 
agency  funds,  these  are  accounted  for  in  the  same  manner  as 
governmental  funds.  Money  received  is  not  reported  as 
revenue  and  money  paid  out  is  not  reported  as  expenditures 
as  it  is  not  the  property  of  the  department.  The  department 
utilizes  the  Agency  Fund  to  account  for  notes  payable  to  the 
federal  government  from  the  various  water  users'  associations 
(see  footnote  9).  A  legislative  appropriation  is  not  required 
for  this  fund. 
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B.       Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting.  Under  the  modified  accrual  basis  of  accounting, 
revenues  are  recorded  when  received  in  cash,  unless  susceptible 
to  accrual  or  deferral,  and  expenditures  are  recorded  when  a  valid 
obligation  is  incurred.  Revenues  are  susceptible  to  accrual  if  they 
are  measurable  and  available  to  finance  expenditures  of  the  fiscal 
period  or  are  not  received  at  the  normal  time  of  receipt.  Revenues 
are  deferred  if  material  and  received  before  the  normal  time  of 
receipt  or  if  received  for  a  particular  activity  and  the  expense  for 
the  activity   has   not  been   incurred   prior  to  fiscal    year-end. 

With  the  following  exceptions  to  the  modified  accrual  basis  of 
accounting,  a  valid  obligation  exists  when  the  associated  liability  is 
incurred: 


a)  The  liability  amount  associated  with  unused  accumulated 
vacation  and  sick  leave  is  maintained  on  an  hourly  basis 
rather  than  by  dollar  amount.  The  department's  employ- 
ees accrue  vacation  and  sick  leave  in  accordance  with 
state  law.  Each  employee  earns  3.69  hours  of  sick  leave 
every  two  weeks  and  4.62  hours  of  vacation  leave  every 
two  weeks.  Vacation  leave  accrual  rates  increase  after 
10,  15,  and  20  years  of  service.  An  employee  is  not 
eligible  for  leave  until  after  6  months  of  service  for 
vacation  and  3  months  for  sick  leave.  In  the  event  of 
termination,  an  employee  is  paid  for  accumulated  vacation 
leave  up  to  the  equivalent  of  two  years  vacation  earnings 
and  25  percent  of  accumulated  sick  leave.  Accumulated 
vacation  and  sick  leave  monetary  liability  is  not  calculated 
until   an   employee  terminates. 

b)  If  an  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  service  contract  may  be 
accrued  even  though  the  services  are  rendered  in  fiscal 
years  subsequent  to  the  fiscal  year  in  which  the  expend- 
iture  is   accrued. 

c)  The  anticipated  cost  of  equipment  is  expensed  in  the 
fiscal   year   in   which   budgeted. 
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d)  Goods  ordered,  but  not  received  as  of  the  fiscal  year-end 
may  be  accrued  if  the  purchase  order  was  issued  in  the 
fiscal  year  in  which  the  anticipated  expenditure  is  to  be 
accrued. 


C.  General    Fixed   Assets 

The  state  of  Montana  uses  the  Property  Accountability  Manage- 
ment System  (PAMS),  a  centrally  maintained  subsystem  of  the 
Statewide  Budgeting  and  Accounting  System  (SBAS),  to  manage 
and  account  for  fixed  assets  owned  by  the  state  of  Montana.  The 
general  fixed  assets  are  recorded  as  expenditures  in  the  various 
funds  at  the  time  of  purchase.  Assets  purchased  are  recorded  at 
acquisition  cost.  Gifts  are  recorded  in  general  fixed  asset  records 
at  fair  market  value  at  the  time  received.  Depreciation  is  not 
provided  on  general   fixed  assets. 

D.  Investments 

Investments  are  stated  at  cost,  which  approximates  market 
value  unless  otherwise  indicated. 

E.  Advances  to  Other   Funds 

Advances    to    other    funds    (inter-entity    loans)    are    not    broken 
down   into  current  and   noncurrent  portions. 
2.      PENSION    PLAN 

The  department's  employees  are  covered  by  the  Montana 
Public  Employees'  Retirement  System.  The  plan  is  administered  by 
the  state  of  Montana.  All  eligible  employees  contribute  6  percent 
of  their  salary  to  the  plan,  while  the  department  contributes 
6.02  percent  of  the  employees'  salaries  to  the  plan,  plus  .3  percent 
of  the  salaries  for  administrative  expenses  of  the  plan.  The 
department's  contribution  to  this  plan  for  the  year  ended  June  30, 
1982,    is    $291,185.      According    to    a    report    by  the  system's   actuary 
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the    Public    Employees'     Retirement    System    was    actuarially    sound    at 
June  30,    1982.      The  unfunded   past  service  costs  and  the  actuarially- 
computed    value   of   the   vested    benefits  are  not  readily  available  for 
members  of  the  plan  employed   by  the  department. 

3.  INSURANCE 

The  department  is   insured   by  the   state  of  Montana's   self-insur- 
ance plan   administered   by  the   Department  of  Administration. 

4.  BUDGET    INFORMATION 

The  department  utilizes  a  fixed  annual  basis  of  budgeting. 
Under  the  fixed  annual  method,  appropriations  of  specific  dollar 
amounts  are  set  for  each  fiscal  year  of  a  biennium  by  the  Legisla- 
ture. Appropriations  control  the  department's  financial  operations 
during  each  fiscal  year.  At  the  end  of  each  year,  the  department's 
General  Fund  and  Special  Revenue  Fund  appropriation  authority 
revert  to  the  fund  of  original  appropriation.  The  reverted  appro- 
priation authority  may  be  used  in  the  subsequent  year  as  authori- 
zation for  valid   prior  year  obligations. 

Budget     amendments     represent     the     authorization     to     spend 
funds  not  available  for  consideration   by  the   Legislature  but  available 
from     sources     other     than     the    General     Fund    or    federal     revenue 
sharing    moneys.       They    are    subject    to   approval    of   the    Governor. 

5.  CONSOLIDATED   ACCOUNTING    ENTITIES 

Accounting  entities  established  in  the  state's  accounting 
system  allow  input  by  more  than  one  agency.  At  the  end  of  the 
year,  certain  agencies  close  their  financial  activity  to  the  adminis- 
tering   agency's    portion    of   the   entity.      The  accompanying  financial 
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statements    include    only    the    Department    of    Natural    Resources    and 
Conservation's     financial     activity     for     accounting     entities     of     this 
type. 
6.      LEASES 

The  department  has  lease  rentals  for  office  space  in  fiscal 
year  1980-81  and  1981-82.  These  rentals  are  recorded  as  expenses 
over  the  lease  term  as  they  are  paid.  Commitments  under  these 
lease  agreements,  classified  as  operating  leases,  provide  for  the 
following   minimum   lease  payments: 

Fiscal  Year  Ending  June   30  Amount 

1983  $300,067 

1984  207,676 

1985  45,381 

1986  4,620 

1987  -0- 


$557,744 

The  department  also  leases  computer  equipment  and  office 
machines  with  payments  made  on  a  monthly  basis.  The  following  is 
a  schedule,  by  year,  of  future  minimum  lease  payments  under 
capital  leases,  together  with  the  present  value  of  the  net  minimum 
lease  payments,    as  of  June  30,    1982: 

Fiscal   Year  Ending  June   30  Amount 

1983  $  71,876 

1984  69,111 

1985  61,700 

Total  Minimum  Lease  Payments  202,687 

Less :   Amount  Representing  Interest  22 ,525 

Present  Value  of  Net  Minimum  Lease  Payments      $180, 162 
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7.      RECONCILIATION    -    BUDGET   AND   GAAP    BASIS 

Due  to  the  exceptions  to  the  modified  accrual  basis  of  account- 
ing (explained  in  footnote  1)  and  nonbudgeted  activity  of  the 
department,  the  revenue  and  expenditure  amounts  differ  on  the 
financial   statements. 

The  Combined  Statements  of  Revenues,  Expenditures,  and 
Changes  in  Fund  Balances  -  Budget  and  Actual  -  All  Governmental 
Fund  Types  is  adjusted  to  exclude  nonbudgeted  revenue  and 
expenditures  and  include  budgeted  expenditure  accruals  which  do 
not  satisfy  the  GAAP  criteria  for  accruals.  Because  of  these 
adjustments  the  revenue  and  expenditure  amounts  for  the  General 
and  Special  Revenue  Funds  will  not  agree  with  those  reflected  on 
the  Combined  Statements  of  Revenues,  Expenditures,  and  Changes 
in   Fund   Balances   -   All   Governmental    Fund  Types. 

The  differences  are  reflected  in  Revenues  and  Expenditures 
as  noted   below: 


Fiscal  Year  1981-82 
General  Fund 

Revenues 

Expenditures 

Budget 

$    13,891 
3,327,696 

$ 
3 

GAAP 

22,535 
,339,496 

Di 

$ 

f ference 

8,644 
11,800 

Special  Revenue  Fund 
Revenues 
Expenditures 

5,922,009 
9,651,175 

6 
11 

,215,380 
,161,491 

1 

293,371 
,510,316 

Fiscal  Year  1980-81 
General  Fund 

Revenues 

Expenditures 

388,804 
5,936,307 

5 

594,978 
,913,872 

206,174 
(22,435) 

Special  Revenue  Fund 
Revenues 
Expenditures 

6,744,841 
9,779,964 

6 
7 

,815,572 
,674,258 

(2 

70,731 
,105,706) 
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8.  TRANSFER    OF    FORESTRY    DIVISION 

The  Forestry  Division  was  transferred  to  the  Department  of 
State  Lands  as  of  July  1,  1981,  as  a  result  of  Senate  Bill  258, 
passed  in  the  1981  Legislative  Session.  Due  to  this  action,  $1,028,628 
is  shown  as  a  transfer  on  the  Combined  Statements  of  Revenues, 
Expenditures  and  Changes  in  Fund  Balances  -  General  and  Special 
Revenue     Fund     Types    for    the    fiscal     year    ended     June  30,     1982. 

9.  LONG-TERM   DEBT 

Notes  Payable 
The  department  collects  money  from  four  water-users  associa- 
tions, which  is  used  to  retire  debt  owed  to  the  federal  government. 
The  water-users  associations  are  primarily  liable  to  repay  the 
debt,  with  the  department  liable  in  the  event  of  default.  The 
department  records  the  debt  on  SBAS  in  the  Federal  and  Private 
Grant  Clearance  Account,  an  Agency  Fund.  The  following  table 
provides   the  details  on  the  debt: 

Pay- 
Original  ment      Inter-      Annual  Current  Current  Balance 
Project            Amount     Term  Date        est%     Payment        Principal        Interest   June   30,    1982 

Little  Dry 

Irrigation  $  50,000   40   2012   5      $  2,938   $  1,768.00   $1,170.00   $  45,887.72 

Southside 

Canal        35,000   15   1992  5        3,373    2,693.36     679.64    26,655.56 

Petrolia 

Storage      49,000  40  2016  5        2,915    1,682.60   1,232.40    48,334.41 

Sidney 

Pumping     400,000  40  2012   3.463   19,088   13,796.13   5,291.87   351,525.16 
TOTAL  $28,314  $19,940.09   $8,373.91   $472,402.85 
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10.  LONG-TERM    RECEIVABLES 

The  Special  Revenue  Fund  on  the  Combined  Balance  Sheet  - 
All  Fund  Types  as  of  June  30,  1982,  shows  a  long-term  receivable 
in  the  amount  of  $5,345,246;  $3,546,049  of  this  receivable  repre- 
sents the  amount  that  will  be  collected  from  water-users  associa- 
tions from  the  proceeds  of  water  purchase  contracts  over  several 
years  and  from  local  governmental  entities  as  fees  for  the  Yellowstone 
Water  Reservation  hearing  process.  The  General  Fund  originally 
advanced  money  to  fund  the  projects.  In  accordance  with  Senate 
Bill  409,  passed  in  the  1981  Legislative  Session,  this  receivable 
was  transferred  to  the  water  development  account  in  the  Special 
Revenue   Fund. 

$1,447,000  of  the  total   receivable  is  a   loan  made  by  the  federal 
government   through    the   department   for  repair  of  the  Cooney   Dam. 
This   loan  will   be  repaid  by  the   Rock  Creek  Water-Users  Association 
within   40  years  after  completion  of  the  project. 

The  remainder  of  the  total  receivable  reflects  loans  made  by 
the  department  under  two  loan  programs.  Loan  balances  for  the 
Renewable  Resource  Loan  Program  and  the  Water  Development  Loan 
Program  are  $273,279  and   $78,918,    respectively. 

11.  WRITEOFF  OF  ACCOUNTS  RECEIVABLE  -  DALY  DITCHES 
The  Department  of  Natural  Resources  and  Conservation  aban- 
doned its  Daly  Ditches  water  project  effective  December  31,  1982. 
Pursuant  to  section  85-1-407,  MCA,  the  outstanding  accounts 
receivable  of  $711,645  from  the  sale  of  water  on  that  project  were 
written  off  as  of  December  31,  1982,  and  will  not  be  collected. 
Therefore,     the     Combined     Balance    Sheet   -    All     Fund    Types    as    of 
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June  30,     1982,    does    not    reflect   the    Daly    Ditches    accounts    receiv- 
able  in   the  Special    Revenue   Fund. 

12.  CHARLQ  WATER    PROJECT 

The    Charlo   water   project   is  accounted   for   in    the   Debt  Service 
Fund     (see     footnote  1).        The     Charlo    water     project     is     a     limited 
obligation   bond   with   an  outstanding   balance  of  $7,500  as  of  June  30, 
1982. 

13.  PENDING    LITIGATION 

United    States   of   America    vs.    Big    Horn    Lowline  Canal ,    et  al .  ; 
United   States  of  America   vs.    Tongue   River  Water-Users   Association, 
et  al . ;     Northern    Cheyenne    Reservation    vs.    Thomas    Adsit,    et  al .  ; 
U.S.     vs.     Aasheim,     et  al. ;     U.S.    vs.     Aageson,    et  al . ;     U.S.    vs. 
AMS   Ranch,   et  al. ;    U.S.    vs.    Abel   (all   cases  consolidated). 

These  are  suits  concerning  the  adjudication  of  water  rights  in 
the  Tongue,  Big  Horn,  Poplar,  and  Milk  River  basins.  If  this  suit 
is  not  dismissed,  $250,000  is  the  estimated  cost  to  the  state  to 
defend  on   its  own   behalf. 

Bitterroot  Stock  Farms  vs.  State  of  Montana,  Acting  by  and 
through  the  Department  of  Natural  Resources  and  Conservation;  \_n 
Re  Petition  for  Organization  and  Establishment  of  an  Irrigation 
District  m  Ravalli  County,  Montana,  to  be  known  as  Daly  Ditches 
Irrigation   District. 

Even  though  the   Department  of  Natural    Resources  and   Conser- 
vation  has  abandoned   the   Daly   Ditch   project,    if  this   suit   is   success- 
ful,   it   will    have    a    substantial    impact  on   the  department  to  provide 
contract    water    to    the    plaintiff   for    a    perpetual    term    at   a    minimum 
water  charge. 


38 


Department    of    Natural     Resources    and    Conservation    vs.    U.S. 
Soil    Conservation   Services. 

There  was  a  suit  (Sornsin   vs.    Department  of  Natural    Resources 
and   Conservation)   filed  for  additional   construction   costs  of  $380,000 
for  the  Sidney  water  project.      The  trials  for  this   suit  were  completed 
May   6,    1976.      The    jury    awarded   the   plaintiff  $330,000;    one-half  of 
the  award   was   paid   by  the   U.S.    Soil    Conservation   Service  pursuant 
to   an    agreement   with    the   department.      The  judgment  was  appealed 
to    the    Montana    Supreme    Court    by    the    department    regarding    the 
state's    share    of    the    liability.       The    decision    was    upheld    by    the 
Montana     Supreme     Court.        The    department    filed     an     independent 
action     (  DNRC     vs.     U.S.     Soil    Conservation    Service)    in    the    U.S. 
Court   of  Claims.      On   March   18,    1983,   a  decision  was  made  in  favor 
of   the  Department  of  Natural    Resources  and   Conservation;    $160,000 
will    be   paid    to   the   department  and   will   be  returned  to  the  General 
Fund   when    received. 
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MONTANA  DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS 

Two  Fiscal  Years  Ending  June  30,  1982 


Grant 
Number 
United  States  Department  of 
Agriculture 

Agriculture  Conservation  Program      10063 

Forestry  Incentive  Program  10064 

Forest  Coop  Research  (Inventory)      10651 

Forest  Coop  Research  (Planning)       10651 

Assistance  to  State  for  Trees 

(Title  IV)  10655 

Coop  for  Fire  Control  10656 

Coop  Information  for  Management 
and  Procedures 

CFM  -  Regular  10657 

Urban  Forestry  10657 

Coop  for  Insect  &  Disease  Management   10658 

Production  &  Distribution  of  Trees 

(Nursery)  10659 

Youth  Conservation  Corp  10661 

Rural  Fire  Program  10662 

YACC  10663 

Resource  Conservation  &  Development   10901 

Soil  &  Water  Resource  Conservation    10902 

Water  Protection  &  Flood  Prevention   10904 

CFA  -  Greenhouse 

River  Basin  Planning 

Water  Quality  Planning  &  Management 

Watershed  Improvement 

SCS  -  Crop  Budget  Data 
Labor 

CETA  (Missoula)  17232 

CETA  (State)  17232 

Energy 

Energy  Policy  &  Conservation  Act 

Phase  I  80001 

Phase  II  80001 

Geothermal  80001 

Public  Law  94-163  94163 

Energy  Extension  Service 

WINB/WIEB  Grant 

University  -  Laboratory  Coop         81004 

State  Emergency  Energy 
Conservation  Plan 

Hydroelectric  Study 

Local  Governments  Community  Outreach 

Energy  Impact  Assistance 

Appropriate  Technology 


Receipts  in 

Fiscal  Year 

Ending 

June  30,  1982 


$  50,111 
85,241 
17,039 


20,000 


40,080 
61,209 
41,328 
288,596 
138,241 
63,316 


5,499 
11,986 

4,354 
10,000 

1,900 


Receipts  in 

Fiscal  Year 

Ending 

June  30,  1981 


34,783 

4,500 

23,900 

30,000 


15,750 
372,973 


79,999 
31,791 
43,938 

20,157 

77,061 

167,255 

109,706 

21,000 

52,895 

187 

50,000 

32,285 

9,715 

13,723 


60 
10,248 


34,929 

34,144 

63,632 

380,509 

241,683 

124,319 

24,744 

21,823 
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(Continued) 


Grant 
Number 


Interior 

Water  Resources  Study 
Water  Resources  Council 
Water  Resources  Planning 
Miscellaneous  Public  Law  93-393 

Environmental  Protection  Agency 
Water  Pollution  Control 
Old  West  Regional  Commission 

The  Army 

Dam  Inspection 
Dam  Inventory 

FEMA 

State  Assistance  Program 


Receipts  in 

Fiscal  Year 

Ending 

June  30,  1982 

55,000 


Receipts  in 

Fiscal  Year 

Ending 

June  30,  1981 

30,000 


65001 

44,700 

87,100 

225,423 

517,007 

66505 

68,493 

67,796 

75002 

17,220 

24,262 

299,595 
79,360 

40,666 


20,938 


BPA 

Biomass  Utilization 

Technical  Assistance 

Design  Electric  Energy  Conservation 

Garrison  West 
GRAND  TOTALS 


186 

781 

1,457 

25,000 


$1,324,868 


$3,246,722 


This  schedule  is  prepared  recording  receipts  on  the  cash  basis.   Because 

of  the  differences  in  accounting  methods  items  on  the  schedule  may  not  agree 

to  amounts  included  in  the  financial  statements  as  Federal  Assistance. 
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AGENCY    RESPONSES 


DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


TEDSCHWINDEN  GOVERNOR 


32  SOUTH  EWING 


STATE  OF  MONTANA' 


(406)449-3712 


HELENA.  MONTANA  59620 


June  2,  1983 


Mr.  James  Gillett 

Deputy  Legislative  Auditor 

Office  of  the  Legislative  Auditor 

Capitol  Station 

Helena,  MT  59620 

Dear  Jim: 

As  you  requested,  I  am  enclosing  our  written  comments  to  the 
financial  audit  of  the  Department  of  Natural  Resources  and  Conservation 
for  the  two  fiscal  years  ended  June  30,  1982. 

I  thank  you  and  your  staff  for  the  consideration  our  comments  were 
given  during  discussion  of  this  report  and  for  the  courteous  and  pro- 
fessional manner  in  which  the  audit  was  conducted. 


Sincerely, 


LEO  BERRY^ 
DIRECTOF 


Enclosure 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

COMMENTS  ON  THE  LEGISLATIVE  AUDIT 

FINDINGS  AND  RECOMMENDATIONS 

Following  are  the  responses  of  the  Department  of  Natural  Resources 
and  Conservation  to  findings  and  recommendations  presented  in  the 
Financial  Audit  Report  for  the  two  fiscal  years  ended  June  30,  1982. 
RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT  BILL  THE  WATER  USER  ASSOCIATIONS  FOR  THE 
ADMINISTRATIVE  COSTS  INCURRED  RELATING  TO  WATER  PROJECTS. 
RESPONSE 

The  Department  concurs.  Existing  contracts  with  water  users  do  not 
allow  the  Department  to  charge  for  departmental  administrative 
expenses.  However,  the  Department  agrees  in  principle  with  this 
recommendation  and  as  these  contracts  expire  or  are  renegotiated  due 
to  rehabilitation  work  we  will  attempt  to  include  new  provisions  in 
the  contract  that  will  recover  these  costs. 
RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT  UPDATE  THE  AUTOMATED  ACCOUNT  RECEIVABLE 
SYSTEM  TO  PRODUCE  REPORTS  WHICH  ELIMINATE  THE  NEED  FOR  MANUAL  RECORDS. 
RESPONSE 

The  Department  concurs.  We  will  determine  the  cost  of  automating 
the  accounts  receivable,  billing,  and  water  contract  payments.  If 
funds  are  available  for  an  automated  system,  the  Department  will  begin 
its  implementation. 
RECOMMENDATION  #3 

WE  RECOMMEND  THE  DEPARTMENT  COMBINE  ACCOUNTING  FUNCTIONS  UNDER  THE 
CENTRALIZED  SERVICES  DIVISION. 
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RESPONSE 

The  Department  does  not  concur.  The  communications  problem 
mentioned  will  be  resolved  and  is  not  sufficiently  serious  to  mandate 
restructuring  the  Department's  organization. 
RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  PROPERLY  ADMINISTER  THE  PROGRAM  AND  ENSURE 
WATER  CONTRACT  PAYMENTS  ARE  MADE  TO  FHA  ON  TIME. 
RESPONSE 

The  Department  concurs.  The  Department,  in  the  last  two  years, 
has  been  taking  actions  to  help  ensure  timely  payments.  We  will  continue 
to  take  every  appropriate  action  to  resolve  this  problem. 
RECOMMENDATION  #5 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  THE  REQUIREMENTS  OF  THE  LAW 
RELATING  TO  THE  STATE  WATER  PLAN  OR  SEEK  LEGISLATION  TO  CHANGE  THE  LAW. 
RESPONSE 

The  Department  concurs.  The  Department,  with  guidance  and  direction 
from  the  legislature,  has  developed  a  meaningful  and  successful  water 
planning  program  that  meets  the  spirit  of  Montana's  water  planning  law. 
Although  the  Department  does  not  write  a  specific  state  plan,  the 
following  projects,  reports  and  programs  are  all  part  of  Montana's 
overall  water  planning  and  management  agenda. 

a.  Water  Development  Program 

b.  Renewable  Resources  Development  Program 

c.  Water  Rights  Adjudication  Program 

d.  Hydropower  Installation  at  State-Owned  Dams 

e.  Weather  Modification  Research 

f.  Upgrading  Montana  Water  Law 

g.  Floodplain  Management  Program 
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h.   FERC  Hydropower  Licensing  Involvement 

i.   Reserved  Water  Rights  Compact  Commission 

j.   Clark  Fork  Columbia  Type  IV  Study 

k.   Painted  Rocks  Reservoir  Operation  Criteria 

1.   Missouri  River  Basin  Level  B  Study 

m.   Milk  River  Water  Supply  Study 

n.   Missouri  River  Basin  Strategy  Report 

o.   Poplar  River  Water  Apportionment 

p,   Missouri  River  Basin  Irrigation  Report 

q.   Missouri  Wild  and  Scenic  River  Report 

r.   Ft.  Peck  Water  Marketing  Contract 

s,   Yellowstone  Water  Reservations  Decision  Documents 

t.   Yellowstone  Water  Reservation  Implementation 

uT   Yellowstone  River  Basin  Level  B  Study 

y,   Yellowstone  River  Basin  Hydropower  Study 

w.   Bighole  River  Basin  Storage  Study 

x,   Yellowstone  River  Compact  Studies 

y,   Yellowstone  River  Basin  Water  Availability  Report 

z.   Tongue  River  Rehabilitation  Project 
Some  of  these  have  been  presented  to  the  legislature.  The  Department 
will  examine  options  for  legislative  changes  before  the  1985  session. 
RECOMMENDATION  #6 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  THE  LAW  ESTABLISHING  DEADLINES 
FOR  PROCESSING  WATER  APPROPRIATION  PERMIT  APPLICATIONS  OR  SEEK 
LEGISLATION  TO  CHANGE  THE  LAW. 
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RESPONSE 

The  Department  concurs.  The  Department  has,  in  the  last  four  years, 
significantly  reduced  processing  time  for  water  use  permits,  in  fact, 
the  statutory  deadlines  for  all  non-hearing  related  permits  are  met. 
We  have  identified  the  hearings  process  as  the  bottleneck  in  meeting 
legislatively  established  time  frames  for  water  use  permits  and  in  the 
last  legislative  session  requested  and  received  two  additional  hearing 
related  positions.  The  Department  will  continue  to  watch  the  processing 
times  closely  and  determine  the  impact  additional  hearings  positions 
will  have.  If  statutory  time  frames  still  cannot  be  met  we  will  then 
consider  recommending  statutory  changes. 
RECOMMENDATION  #7 

WE  RECOMMEND  THE  DEPARTMENT  SUBMIT  REPORTS  REGARDING  UNSAFE  DAMS  TO  THE 
APPROPRIATE  COUNTY  ATTORNEY. 
RESPONSE 

The  Department  concurs.  Reports  regarding  unsafe  dams  will  be 
submitted  to  the  appropriate  county  attorney. 
RECOMMENDATION  #8 

WE  RECOMMEND  LEGISLATION  BE  ENACTED  TO  REVISE  SECTION  53-30-205,  MCA, 
TO  REFLECT  THE  TRANSFER  OF  THE  FORESTRY  DIVISION. 
RESPONSE 

The  Department  concurs.  Legislation  will  be  drafted  to  correct 
this  in  the  next  legislative  session. 
RECOMMENDATION  #9 

WE  RECOMMEND  THE  DEPARTMENT  PROPERLY  RECORD  THE  VALUE  OF  LAND  AND 
IMPROVEMENTS  ON  ITS  PROPERTY  ACCOUNTING  RECORDS. 
RESPONSE 

The  Department  concurs.  Steps  have  been  taken  to  include  the  value 
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of  land  and  improvements  on  the  property  accounting  records  before 

June  30,  1983. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE  AND  FEDERAL  REQUIREMENTS 

FOR  EQUIPMENT  CONTROL  BY: 

A.  IDENTIFYING  FEDERAL  ASSETS 

B.  PROPERLY  TAGGING  EQUIPMENT 

C.  DOCUMENTING  LOCATION  CHANGES,  AND 

D.  COMPLETING  A  PHYSICAL  COUNT  OF  EQUIPMENT  AT  LEAST  ANNUALLY. 
RESPONSE 

The  Department  concurs.  Lists  of  property  purchased  with  federal 
funds  will  be  included  in  each  grant  file;  equipment  which  is  difficult 
to  tag  will  be  engraved  or  stenciled  with  paint;  staff  will  again  be 
requested  to  notify  the  Property  Coordinator  when  property  locations 
change;  and,  physical  counts  will  be  taken  annually. 
RECOMMENDATION  #11 

WE  RECOMMEND  THE  DEPARTMENT  PROPERLY  ACCRUE  GRANT  REVENUE  AND  ENSURE 
REVENUE  TRANSFERS  ARE  CREDITED  TO  THE  CORRECT  YEAR. 
RESPONSE 

The  Department  concurs.  These  were  simply  clerical  errors  which 
the  Department  will  strive  to  prevent  in  the  future. 
RECOMMENDATION  #12 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE  POLICY  AND  REIMBURSE  THE 
PROPER  FUNDS  FOR  INDIRECT  COST  RECOVERIES. 
RESPONSE 

The  Department  concurs.  Indirect  costs  are  now  collected  on  all 
federal  grants  and  the  proper  funds  are  reimbursed. 
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RECOMMENDATION  #13 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  FEDERAL  REGULATIONS  RELATING  TO 

MATCHING  AND  ENTERTAINMENT. 

RESPONSE 

The  Department  concurs.  The  Department  will  require  documentation 
of  matching  funds  provided  by  other  agencies  in  the  future.  Also, 
incidental  costs  of  Department  seminars  are  now  being  charged  to  the 
participants  through  registration  fees  to  prevent  the  use  of  federal 
funds  for  unallowable  expenses. 
RECOMMENDATION  #14 
WE  RECOMMEND: 

A.  THE  DEPARTMENT  ENSURE  THAT  DEPOSITS  ARE  MADE  ON  A  TIMELY  BASIS  AS 
DEFINED  IN  SECTION  17-6-105(6),  MCA. 

B.  THE  BOARD  OF  OIL  AND  GAS  CONSERVATION  ENSURE  ITS  DIVISIONS  REVIEW 
MOM  2-1200  AND  IMPROVE  THE  SAFEGUARDS  AND  ACCOUNTING  FOR  THE  CASH 
THEY  COLLECT, 

RESPONSE 

The  Department  concurs.  Steps  were  taken  prior  to  the  end  of  the 
audit  period  which  have  corrected  the  cash  deposit  problems  in  the  Water 
Rights  field  offices.  Copies  of  all  cash  deposit  policies  and  procedures 
were  provided  by  the  Department  to  the  Oil  and  Gas  Conservation  Division 
subsequent  to  a  past  financial  audit,  to  assist  in  the  correction  of 
cash  deposit  procedures  at  that  time.  The  Oil  and  Gas  Division's 
response  is  attached. 
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DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 

BOARD  OF  OIL  &  GAS  CONSERVATION 


TED  SCHWINDEN.  GOVERNOR 


OIL  &c_-.A5CONSLRVAHON  I    IVI 


STATE  OF  MONTANA' 


(406)449  2611 


May  27,  1983 
Billings,  Montana 


Mr.  James  H.  Gillett 

Deputy  Legislative  Auditor 

Of rice  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59620 


Mr.  Gillett, 


Re:   Your  letter  5-23-83 

"Report  from  Audit  of 
Board  of  Oil  &  Gas 
DNRC". 


The  following  corrective  measures  have  been  taken 
per  your  Recommendation  #14  of  the  subject  audit  report: 

In  compliance  with  Section  17-6-105(6),  MCA, 

A.  All  deposits  are  now  and  will  be  made  intact 
and  on  a  timely  basis. 

B.  To  ensure  the  safeguard  and  accounting  of  all 
cash  collected,  the  combination  on  the  safe 
has  been  changed,  and  only  pre-numbered  re- 
ceipts will  be  issued.   All  checks  for  drilling 
permits  and  cash  are  stored  in  the  safe  until 
deposited. 


I  hope  this  is  in  total  compliance  with  the  required 


procedures . 


Sincerely, 


Charles  G.  Maxo 
Administrator  and 
Petroleum  Geologist 


CGM:dhu 


OIVISION  Ol  FICl 

25  SOUTH  EWINf. 

PO   BOX  217 

HELENA.  MONTANA  59624 
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2535  ST  JOHNS  AVENUE 
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SHELBY   MONTANA  59474 
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